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E.O. 11652: GDS 
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SUBJECT: PAN AM APPROACH ON IGS FARE INCREASE 

REF: A.) STATE 221743 B.) BONN 9261 

1. SECOND SHOE HAS DROPPED HERE ON IGS FARE INCREASE. 

PAN AM REP CALLED ON DEPARTMENT SEPTEMBER 18 TO EXPLORE 
PROBLEM. WITHOUT CITING FIGURES, HE INDICATED FURTHER 
ACTION ON IGS WAS NECESSARY FOR PAN AM, EITHER IN FORM OF 
FARE INCREASE OR INCREASED FRG SUBSIDY. HE ARGUED STRONGLY 
THAT PAN AM’S ECONOMIC SITUATION IN BERLIN SERVICE SHOULD 
NOT BE CONSIDERED SEPARATELY FROM BA'S BUT THAT FAIR 
RETURN ON INVESTMENT SHOULD BE COMPUTED BASED ON AVERAGE 
FOR BOTH. HE SUGGESTED A CONSIDERATION OF MERITS OF PRICE 
INCREASE PARALLEL WITH A USG APPROACH TO FRG TO DETERMINE 
LATTER'S REACTION TO IDEA OF SUBSIDY INCREASE. WHILE 
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WOULD NOT FURTHER REDUCE PASSENGER VOLUME, HE SAID PAN AM 
WAS CONCERNED THIS APPROACH COULD BE MORE TIME CONSUMING 
THAN FARE INCREASE. 

2. DEPTOFFS POINTED OUT THAT FURTHER CONSIDERATION OF 
IGS SITUATION WOULD HAVE TO TAKE ACCOUNT OF ECONOMIC 
IMPACT OF ROUTE DIVISION. WE SPECULATED TO PAN AM REP 
THAT AVERAGING PAN AM'S AND BA'S FIGURES WOULD NOT 
NECESSARILY BE APPROPRIATE STANDARD SINCE IGS AIRLINES 
IN THE MAIN NOW FLY DIFFERENT ROUTES. WE DID NOT ENCOUR- 
AGE PAN AM REP ON POSSIBILITY OF SUBSIDY INCREASE, MEN- 
TIONING IN PASSING PRESENT BELT-TIGHTENING IN BONN, 

AND EXPRESSED VIEW THAT. IN ANY CASE, APPROACH TO FRG 
NOW WOULD BE PREMATURE. 

3. WE EXPECT UPSHOT OF MEETING WILL BE UPDATED FIGURES 
FROM PAN AM ON THEIR OPERATIONS SINCE ROUTE DIVISION, AS 
WELL AS FOLLOW UP HERE AND IN BONN. IN INTERIM. 

DEPARTMENT WOULD BE INTERESTED TO KNOW WHETHER EMBASSY'S 
JUDGMENT REMAINS THAT FRG WOULD NOT BE RECEPTIVE TO 
SUBSIDY INCREASE (REF B). 

4. FYI: PAN AM REP MENTIONED THAT THE AIRLINE’S WORLD- 
WIDE FINANCIAL PERFORMANCE HAD IMPROVED SOMEWHAT IN 
JUNE AND JULY, BUT HAD SUFFERED A SETBACK IN AUGUST. 

THIS MAY BE ONE REASON FOR PAN AM'S OBVIOUS URGENCY CON- 
CERNING AN IGS INCREASE. END FYI. KISSINGER 
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